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An AICPA publication for the local firm

GROWTH IN THE EIGHTIES
In order to survive today, CPA firms must find
ways to cope with the pressures brought on by
governmental regulations; litigation; and public,
employee and personal demands. One way to do
this is by taking advantage of the many opportu
nities to expand your firm that these pressures
have created.
For example, governmental regulation itself
often creates tremendous growth areas, and other
factors such as professional rules and regulations
and technology-caused changes all provide new
service opportunities. However, translating op
portunities into actual firm growth depends upon
your ability to develop a suitable strategy based
on your view of those opportunities and your
desire and commitment to take advantage of them.
You must also be certain that your firm can satisfy
the particular service requirements and is willing
to invest the necessary time and money.
A firm that is determined to grow must put to
gether the right combination of the following six
elements.
Financial results
It is best to measure results in terms which do not
lose significance because of inflation (e.g., in
chargeable hours) and to check often to determine
that the growth is muscle, not fat. A growth rate
of 10 to 15 percent per year is controllable even
though it may require a 20 percent increase in
staff. Any faster rate of growth may cause exces
sive costs in recruiting and training and could
jeopardize quality.
You should set realistic operating profit goals,
taking into consideration that the desired level of
growth will cost some current profit. Your fee
setting strategy should reflect the fact that your
organization offers unique services and that your
clients are willing to pay for them.

Profit consistency is difficult to maintain in
service firms but you should aim for it. Without
a sound profit consistency plan, widespread di
versification (which may ultimately lead to the
desired profit consistency) may cause an unac
ceptable decrease in profits. Allow for some incon
sistency, though, and be flexible so you can take
advantage of new opportunities without disturb
ing your overall growth plan.
Basic concepts of business
These include the variety and quality of services
offered, the geographic locality of the business
and the commitment of your partners and staff
to achieve a common goal.
To determine the variety of services your firm
should offer and the degree of specialization
needed, you must know your market (i.e., your
clients' needs). Your firm’s growth strategy should
also include geographic considerations—whether
you desire to operate as a local, regional or na
tional firm—and you must decide what organiza
tional structure is required.
Most CPA firms genuinely try to achieve high
standards of quality. High quality seems to be
part of an equation—it generates the profits that
finance the growth that attracts the talented peo
ple and permits professional motivation.
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Functional activities
There is a growing awareness of the need to apply
the sound managerial concepts used in business
to public accounting practices. In order to prop
erly plan and support growth, you must establish
your firm’s internal structure.
For example, do you need tax, MAS, audit or
industry specialization to support your planned
growth? How do these various elements relate to
each other and under what conditions should they
operate? A great deal of attention must be paid
to these details so as to eliminate duplication of
effort and communicational breakdown. If deci
sions are to be made regarding expansion, speciali
zation, personnel, etc., a firm needs to know where
the profits originate and what the costs are. An
adequate management information system is
essential for properly planned growth.
New services development
Growth often comes from being able to offer
unique services and from recognizing opportuni
ties. Firms should constantly seek ways to im
prove their performances—see what more can be
done for clients, etc., and be ready to capitalize
on new situations. Carefully controlled new ser
vices development can lead to increased profits
and motivated personnel. However, uncontrolled
new services development can lead to disaster.
Marketing plan
A good marketing strategy is to first divide the
market into segments. The issue then becomes
what service is to be provided to each segment,
by what techniques and to what degree of empha
sis and profitability. Your marketing strategy
should be to direct your efforts to where they will
do the most good. Be specific. Concentrate on
those things your firm does well.

General management
Certain characteristics stand out in the general
approach taken by leading CPA firms in their
overall management. Usually, they are organized
in such a way to permit both functional speciali
zation, as in tax practice, and industry (market)

specialization, as in banking and construction,
etc., with appropriate profit and loss accounting
applied to each specialty. The degree to which
specialization occurs should be based on the spe
cialty’s present or future profitability.
Finally, the organization must be adaptable to
change. Only those firms that plan for change
seem able to survive.
- by William T. Young, CPA
Madison, Wisconsin

National Tax Education Program

The Institute’s tax education program, introduced
in 1977, has been updated by the Department of
Accountancy and the College of Commerce and
Business Administration of the University of Illi
nois and the AICPA’s continuing professional edu
cation division. The program will be held July 12
to August 8 at the university’s campus in Urbana,
Illinois.
Divided into four week-long sessions, the pro
gram offers intensive instruction at specific levels
in various aspects of federal taxation:
□ Basic Level I, July 12-18—Tax research, basic
tax concepts, responsibilities in tax practice,
practice before the IRS, and special prob
lems in individual income taxation.
□ Basic Level II, July 19-25—Corporate taxa
tion and income taxation of property trans
actions.
□ Intermediate Level III, July 26-August 1—
Closely-held corporations, employer-employ
ee relations, introduction to estate and gift
taxes, and income taxation of estates and
trusts.
□ Intermediate Level IV, August 2-8—Partner
ships, consolidated tax returns, and sub
chapter C.
The tuition fee is $625 for one week, $1150 for
two weeks. Room and board are extra. (Note: two
weeks maximum registration permitted.) For more
information, contact Carolann Sasso at the Insti
tute (212) 575-5696.
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Can Your Firm Pass Peer Review?
With hundreds of firms expecting to have a peer
review in 1981, no doubt many practitioners are
wondering how their firms will measure up. To
have a really good idea, you must take a hard look
at what your firm has done in the way of quality
control in the past year and evaluate whether or
not this complies with professional standards.
The evaluation can easily be accomplished by your
inspection program.
Inspection, the ninth element of quality con
trol is, in essence, an in-house peer review. It
should determine if your quality control system
is appropriately comprehensive and suitably de
signed, adequately documented and communi
cated to professional personnel, and whether or
not it is being complied with. These objectives
parallel the peer review objectives. (See the review
standards in the peer review manuals of both the
private companies and SEC practice sections.)
Consequently, an effective inspection program
will serve a dual purpose. First, it is a means of
complying with quality control standards. Sec
ond, since it will provide you with “reasonable
assurance that the procedures relating to the other
elements of quality control are being effectively
applied,” it will tell you if you are indeed ready
for the review. (Statement on Quality Control
Standards no. 1 requires inspection policies and
procedures to provide this level of assurance.)
A firm’s inspection program will vary, de
pending on the firm’s size, structure and nature of
practice. Inspection for a sole proprietor may
mean a self-review. Alternatively, a firm may de
cide to hire an independent quality control con
sultant or another firm to perform the inspection
function. In either case, your inspection proce
dure should fit your firm and be adequate to test
compliance with the rest of your quality control
system.
In setting up your inspection program, you
should consider the type of peer review your firm
will undergo. Firms that are members of the SEC
Practice Section or the Private Companies Prac
tice Section (PCPS) with twenty or more profes
sionals are subject to a systems-oriented peer re
view. This involves a review of documentation
supporting your quality control system as well as
selected engagement workpapers, files and re
ports. Therefore, your own inspection procedures
must include a review of those administrative files
relating to the other eight “functional areas.”
Some of the compliance tests that may be used for
these “functional areas” involve examining
□ Personnel files for employment applications,

□
□

□
□
□

□
□
□
□

transcripts, resumes, reference checks and
staff evaluations.
The library.
Independence confirmations and memoran
dums documenting the resolution of inde
pendence questions or problems.
Assignment schedules.
Staff manuals or other technical material
prepared for the staff.
Consultation memorandums or workpaper
notations.
Personnel manual or policies.
CPE records.
Training materials.
Documentation on evaluation of acceptance
and continuance of clients.

Naturally, you should also look at any other
documentation required by your quality control
system. Remember that these inspection proce
dures need only test your system and satisfy
you that your quality control system is being
complied with; you need not examine all records.
For example, if you have six audit partners,
three managers, seven seniors and fourteen staff
accountants, you may decide that examining the
personnel files of one partner, one manager, one
senior and two staff people is adequate. Then, if
you have enough information to evaluate compli
ance with your system, you don’t need to look
at any more files.
The second and most important phase of your
inspection program is the review of engagements.
Essentially, this is a five-step process:

□ Discuss the engagement with the partner or
manager, and ask about any significant
problems or unique aspects of the job that
may affect the review.
□ Review the financial statements and report.
This will give you a quick overview of the
client and help identify areas that will be
emphasized in the review and will indicate
whether or not the quality control system
ensures compliance with GAAP and GAAS.
□ Inspect the permanent files and other client
administrative files.
□ Examine the planning memorandum, the
audit or work program, the trial balance
and any workpapers documenting internal
control evaluation, problem areas and scope.
□ Review workpapers. This does not mean you
should do a page-by-page analysis. Rather,
you should concentrate only on those work
papers relating to significant areas.
***
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Engagement reviews are really the key to de
termining how well your quality control system
is operating. For example, if the engagement re
views reveal that a particular policy or procedure
is disregarded by most of your staff, then you may
have a problem in the communication of your
system. Or, this may be a sign that the policy or
procedure is not really appropriate for your firm.
You may also discover that, in each engagement
reviewed, at least one or two required disclosures
are missing. Here too, this may be an indication
of inadequate review procedures. All of these
items highlight the need for some follow-up ac
tion before you are ready for your peer review.
If your firm is a PCPS member with less than
twenty professionals, you may choose to undergo
an engagement-oriented review. This emphasizes
engagement reviews as a means of testing com
pliance with your quality control system.
Here are a few items you may want to pay
attention to during your inspection.

Independence—Documentation of the reso
lution of independence problems or quesAssigning personnel to engagements—Docu
mentation of assignment process; use of
time budgets on engagements.

Consultation—Documentation of consulta
Supervision—Use of written audit programs
on all audit engagements; documentation
of internal control evaluation; evidence of
planning, including partner participation;
documentation of related party transac
tions; evidence of workpaper review.

Hiring—Documentation of firm’s hiring poli
cies in atypical situations, e.g., relatives or
former employees.

Professional development—CPE records for
external programs.
Advancement—Proper preparation and re
view of staff evaluations.

Acceptance and continuance of clients—Doc
umentation of continuance decisions.
Inspection—Documentation of
findings.

inspection

Membership requirements—Partner rotation
on SEC engagements; compliance with con
curring review requirement for SEC en
gagements.

The number of accounting and auditing hours
reviewed in an engagement-oriented peer review
may be higher than the engagement hours re
viewed in a systems-oriented peer review. For
example, if 5 to 10 percent of your firm’s account
ing and auditing hours are reviewed in a systemsoriented peer review, an engagement-oriented peer
review may cover perhaps 10 to 15 percent of the
accounting and auditing hours.
The inspection program for a firm that will
undergo an engagement-oriented peer review
should primarily concentrate on reviewing com
pilation, review and audit engagements. Again,
the five-step process for a systems-oriented review
should be used.
In addition, the minimum levels of documenta
tion required for engagement-oriented reviews
should be examined as part of your inspection
procedure. This simply consists of reviewing in
dependence confirmations, personnel files with
either an application or resume, annual staff eval
uations, CPE records and the library. This part of
your inspection will take very little time.
After you have performed your inspection pro
cedures, you should evaluate your findings. Keep
in mind though that a few isolated instances of
noncompliance are normal. Look for specific
trends of noncompliance with your quality con
trol system, particularly for items that may signal
noncompliance with professional standards.
The next step is to prepare a memorandum
summarizing the results and follow-up action re
quired to correct any problems. This memoran
dum should be discussed with all professional
staff members. The presentation will serve as an
additional means of communicating your quality
control system to staff as well as a tool to help
improve performance and compliance. The memo
randum and presentation should objectively dis
cuss areas that need some work before the peer
review team comes in.
The inspection memorandum should not be the
end of your inspection program. You must check
to make sure that all weaknesses identified in the
report are being corrected. Perhaps you should
hold a post-inspection meeting with your partners
to objectively analyze all follow-up actions taken
to date. Once you’re satisfied that all problem
areas have been cleared up and you have done a
good job in your inspection, you will be in good
shape for peer review.

- by Margaret Loscalzo, CPA
Loscalzo Associates
Holmdel, New Jersey
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Letter to the Editor

Questions for the Speaker

One CPA, who conducts practice management
seminars, differs with some of the recommenda
tions in “Managing a Profitable Small Office” (Feb
ruary 1981) and offers some additional comments.
Here are some of them.

Here are some more questions from the AICPA's
1980 series of practice management conferences.
The responses are by Jerrell A. Atkinson, CPA, of
Albuquerque, New Mexico.

□ An appropriate fee schedule will ensure a
profitable client, so engagements should not
be turned down indiscriminately unless
there is a question about the ethics or busi
ness practices of the prospective client. Let
proper fees "weed out” undesirable clients.
A minimum billing rate of four times the di
rect compensation is recommended.
□ Bookkeeping services are often necessary in
a small office, but specialized personnel
should be used for low-grade work. Such
work can lead to successful, long-term rela
tionships, especially with clients having
growth potential.
□ Although fixed fees should be avoided, clients
should be billed monthly without fail. Any
unexpected change in the billing should be
discussed with the client. Cycle billing can
be used to ease the clerical load.
□ Staff salaries as a given percentage of gross
income are less important than the relation
ship between partners’ compensation and
the total payroll. A firm should seek to have
an overall fee collection ratio of three times
actual compensation including partners’
draws. If less is achieved, review unassigned
time and workloads.
□ Typical CPE costs should average about $600
a year per person. CPE should be used to de
velop people not just as a compliance effort,
and the practitioner should seek to use these
courses in the most advantageous way—to
foster a healthy practice.
□ Client entertainment and promotion should
be charged to the client’s account, so that
true costs can be determined and, wherever
possible, billed to the client.
□ Travel expenses should always be billed to
the client, so, except for educational travel
(which should be included in educational ex
pense), the practice should not have any
travel costs.
□ Management advisory services, if properly
done, have a continuing place in a client rela
tionship and should be viewed in that light.
-Peter H. Burgher, CPA
Utica, Michigan

Question: To what degree do you advise formal
professional development training for
lower-level staff members?
Atkinson: In our firm, we consider that profes
sional-development training is prob
ably more important for lower-level
staff than it is for people at higher
levels. How else can recent graduates
(mostly young and inexperienced) be
gin to develop into seniors, supervisors
or managers? Of course, we emphasize
professional development at all levels
—our policy is for all professional staff
(certified or not) to have a minimum of
40 hours’ training. In fact, the average
is 56 hours per staff member.
A side benefit comes in the area of
recruiting. Prospective employees are
made aware of our professional devel
opment program—some even question
the interviewer about it—and recent
graduates are always impressed. We
believe this policy enables us to attract
people of high caliber.

Question: Do you charge for telephone time and,
if so, how much?
Atkinson: Telephone time is one of the more dif
ficult areas in which to have a strict
policy on chargeable time. Depending
on the size of the client, we do not
charge for short calls, which we define
as 5 minutes or less. Any call over 5
minutes but less than 15 minutes is
charged to the client at our normal
rates for 15 minutes. If the call is
longer than 15 minutes, the telephone
time is normally included with other
amounts on the bill as "conferences.”
We do not bill a separate telephone
conference.
There are exceptions to every rule
and one may be when giving important
advice to a larger client who would
then be charged for the call. The real
problem in this regard is with tax and
smaller clients. On the other hand, any
one who abuses telephone time should
be charged for it.
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Client-centered Marketing:
A Survival Strategy
Until recently, local accounting firms served their
clients in a dynamic marketing environment. As
clients expanded, accounting firms grew also in
order to serve their clients' increasing needs.
Competition, if any, was sporadic and usually from
firms seeking to enter new markets.
In the present environment, local firms may
face any one of the following challenges:

□ Many practice market areas are experienc
ing slower growth. Some industries, partic
ularly those connected with autos, steel and
construction are depressed and show little
potential for recovery soon.
□ Clients are becoming more sensitive to in
creasing fees. They tend to resist those
which are not seen as producing greater
value and payoff. They expect more than an
audit—they want counsel and interpretation
of the data.
□ Key clients are being targeted for attention
by other firms. Client retention is no longer
assured by traditional services and relation
ships. Competing firms have active programs
for developing relationships with decision
makers in target organizations.
□ Competition is increasing and taking many
different forms. In addition to more aggres
sive marketing efforts by some CPA firms,
various other professional-service organiza
tions are also competing for clients.
□ Owners’ net incomes are not keeping pace
with inflation. Although gross fee revenues
are increasing, net incomes are squeezed by
rising professional and support costs and
regulatory expenses.

The impact of these challenges is often com
pounded by conventional operating practices
which, in the past, served the local firm well.
Traditionally, many firms have had a reactive,
professional/technical orientation rather than a
client-centered, advocatory one. Clients have
largely identified their own needs and told the
CPA about them. Frequently, a client’s unmet
needs are neglected because the CPA firm is pre
occupied with obtaining new clients—equating
marketing almost entirely with that goal. This
has often resulted in clients being accepted who
will never offer opportunities for additional ser
vices. Also, unfortunately, the practice of accept
ing virtually any client often leads to recurring
write-down and collection problems.

Practice development (marketing) is typically
the responsibility of principals who are too busy
with professional and administrative tasks to have
the time to develop new business with key clients.
Neglecting to involve all professional personnel
in some aspect of marketing the firm’s services to
clients results in many lost opportunities.
In the future, clients will increasingly expect
more client-centered services. Local firms that
have undertaken a specialization program and are
letting clients know of their competence in specific
areas through a client-centered marketing pro
gram, are likely to find this the solution to the
more aggressive tactics of other firms.
A program for controlled, profitable growth
Client-centered marketing begins with the philoso
phy that a successful practice can be achieved by
satisfying the needs of targeted clients. It is a
directed-communications process to target key
clients and referral sources in order to establish
and enhance relationships with all who might be
influential in retaining your services. The firm’s
philosophy and commitment to the program
should be written down and communicated to all
staff. Here are some more steps to take in setting
up a program:
□ Assess the skills and knowledge in your firm
—Start with your professional staff. Deter
mine their skills and attitudes and the image
they project. Then, assess what client-cen
tered information is available. What’s known
of clients’ industries? Are the facts current?
What services are in biggest demand?
□ Select your targets for analysis, planning
and action—Begin with key clients in target
markets that have growth potential and
minimal competition. Your objective is to
engage in market and service specialization
activities and be recognized for your skills.
□ Assign responsibilities and provide needed
orientation and training — Appoint team
captains for each target selected and assign
each member of the professional staff to one
or more of the target-market teams. Allot
responsibilities for membership in various
trade and civic associations.
□ Develop and disseminate information for
each target—Create files on existing and
high-potential clients. Place clippings, arti
cles and other appropriate data in the files.
□ Create a set of marketing tools to support
your program—Consider the use of aids such
as brochures, sample management letters,
etc. Provide training in the preparation of
proposals and management letters.
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The uncertainties and difficulties of the period
ahead need not spell the doom of local firms. Those
wishing to survive and prosper might well find
that by being more client-centered they will be
able to continue satisfying their clients’ needs.
- by Richard A. Connor, Jr.
CPA Marketing Services
6711 Bracken Court
Springfield, Virginia

National MAS Training Program
There are three five-day courses in this year’s Na
tional MAS Training Program, all of which in
clude lectures, group discussions and problem
solving sessions designed to be helpful to firms
that perform management advisory services but
do not have formal MAS departments. The
program is cosponsored by the AICPA and the
Graduate School of Business Administration of
the University of Texas and will be held at the
university’s Austin campus. The courses and cur
ricula are
□ Development of Consulting Skills, June 14-19
—Identifying MAS opportunities; analytical
and problem-solving processes; systems an
alysis, design and implementation; enagage
ment planning and scheduling; engagement
conduct and documentation; marketing pro
fessional services; small business consulting.
□ Business Planning and Control Systems,
June 21-26—Identifying planning and con
trol structures; financial planning and con
trol I, II and III; marketing, planning and
control; manufacturing, planning and con
trol I and II; planning and control of com
puter-based systems I and II; planning and
control systems consulting.
□ Conducting EDP Feasibility Studies for
Small Businesses, June 21-26—Program ori
entation and small-systems technology; plan
ning for the feasibility study; the vendor re
quest for proposal (RFP); analysis and selec
tion of vendors; contract negotiation and
implementation assistance; reviewability,
auditability and control requirements of
small-business systems; presenting the feasi
bility study; marketing small-business con
sulting services.
The tuition fee for each week's program is $700.
Accommodation and hotel expenses are extra. For
further information, contact Cathy Justin at the
AICPA (212) 575-6643.

Getting More Mileage from
SBA Publications

We have found Small Business Administra
tion (SBA) publications to be a good source
of “how to’’ information and, in the past,
have obtained specific copies as the need
arose. One drawback to this method, though,
was the time it took for the publications to
arrive. So, in order to have current material
readily available, we devised a simple system
which seems to work quite well.
We now obtain current copies of each SBA
publication which we place in a large threering binder. In order to keep track of what
we have, we put a copy of SBA Form 115A—
Publications (a numerical listing of all avail
able SBA publications) at the front of the
binder as a table of contents. Lastly, we put
a card in our tickler file to remind us to ob
tain updated material each June.
- by Joe D. Jones, CPA
Jackson, Mississippi

Getting the Most from Staff
Training Programs

Most CPA firms are unable to have in-house pro
grams for all of their staff training needs and,
therefore, make use of the programs of the AICPA,
their state societies or other groups. Professional
training programs (levels I through III) are differ
ent from many other courses that new profession
als will encounter during the first few years of
their careers in that they involve a great deal of
idea exchange among participants. They are not
just teacher/student courses.
Sometimes, though, participants return from a
program unhappy with the experience, and some
firms may not think they are getting much for their
professional-development dollar. However, there
are ways that firms can ensure that their younger
staff members find these programs to be worth
while. Here are a few ideas:
□ Select location carefully—Be willing to
spend time choosing the location where staff
members will be sent. You want a place that
is conducive to learning, not one that has
a lot of distractions. A location similar to an
airline training center would be ideal. Col
lege campuses in the summer are also good.
The AICPA, your state society or regional
training group might be able to help.
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□ Not in your own town—Since this is a par
ticipant-oriented program with the exchange
of ideas being the key to success, those who
leave each day to go home to family respon
sibilities or to go back to the office will not
derive full benefit. The potential benefits far
outweigh the additional costs of room and
board. This does not mean that participants
have to travel across the country—just far
enough to be away.

□ Stay at the facility—Suppose the firm has
selected a good location at quite a distance
from the office. Don't have participants stay
at a hotel away from where the program is
being held just to save the firm a few dollars.
That may be satisfactory for a lecture but it
isn’t for a week-long, idea-exchange program.
Staff members not staying at the facility will
be segregated from other participants and
the whole purpose of attending will be de
feated.
□ One firm member per group—If you have
several staff members who will be attending
the same level program, send them to differ

American Institute of Certified Public Accountants, Inc.
1211 Avenue of the Americas
New York, N.Y. 10036

ent locations. This way they will return with
a great many ideas gleaned from a larger
number of participants. You might find that
neighboring states offer the same course on
different dates which will reduce your work
scheduling problems.
□ Insist on preparation—Participants usually
derive more from a program if they have pre
pared for it. Firms willing to spend the time
and money training staff members should
insist that they do.
□ Follow up on return—Let staff members
know beforehand that you will hold discus
sions on the program when they return. All
the ideas won’t be initiated of course, but
both the firm and the participants will bene
fit if partners show interest in what was
learned.
I think that just these few ideas, if utilized,
might make staff-training programs a more re
warding experience for all concerned than has
sometimes been the case in the past. All it takes is
a little effort on everyone’s part.
-by Edward A. Harter, CPA
Canton, Ohio
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